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At present, China is in the period of economic and social transformation, the 
strongly fluctuate of the stock market ，the irrational exuberance of the housing 
market and the high prices of goods，which show that the heavy speculation and the 
greater irrational of Chinese residents, coupled with the law is not perfect, the 
institution imperfect and national quality is not too high, which made the uncertainty 
of the Chinese residents face greater risk, in the context, the paper start with “Money 
illusion” and irrational economic behavior quantitative research of Chinese residents. 
The paper research the origin of the term "money illusion"、treating "money 
illusion" of economist 、review the evidence of "money illusion" existence and the 
underlying causes of "money illusion". More importantly, we survey "money illusion" 
of the Chinese residents and use empirical model test the irrational investment 
behavior of Chinese stock investors, irrational purchase behavior of Chinese house 
investors, irrational decision-making behavior of Chinese workers as well as irrational 
consume behavior of Chinese urban and rural residents, to indicate whether the 
Chinese stock investors, house investors, workers, consumers suffer from "money 
illusion". 
The main contributions of the paper are: 
(1)Proving Chinese residents suffer from "money illusion" from the survey 
evidence. We survey a total of 300 residents from Xiamen, Guangzhou and Shenzhen, 
which is about five dimensions: earning, trading, contracts, mental accounting and 
fairness and moral. We prove that the choice of the Chinese residents in the face of 
different frameworks is irrational, suffering from "money illusion”. 
(2)Proving Chinese stock investors suffer from "money illusion". We use the 
log-linear dynamic dividend growth model, decomposing Chinese stock market 
dividend yield into three parts: the negative objective expected dividend growth rate, 
subjective expected risk premium and errors valuation, empirical test inflation and the 














judgment of Chinese stock investors, thus we confirm that Chinese stock investors 
suffer from "money illusion". 
(3)Proving Chinese house purchasers suffer from "money illusion". We use the 
log-linear dynamic rent growth model, decomposing shanghai house market rent-price 
ratios into three parts: rational expectations of the discounted value, subjectively 
expected risk premium and errors valuation, the empirical results show that errors of 
judgment of Shanghai purchasers is mainly caused by inflation, then we test the 
purchasers who come from Beijing, Guangzhou and Shenzhen, the same empirical 
conclusions, therefore, we prove house purchasers suffer from “money illusion”. 
(4)Proving Chinese workers suffer from "money illusion". We survey a total of 
300 workers from Xiamen, Guangzhou and Shenzhen,all workers are asked in 
different income, different tax rates, but net income is same, and how they choose 
their working hours, from the rational point of view, the wages of workers work 
incentives must be same, but the survey shows that workers’ decision-making is 
irrational, they tend to pay more attention to the name of total revenue rather than the 
actual net income. Therefore, after tax, would choose to work longer, further test the 
survey data, we find that Chinese workers suffer from "money illusion". 
(5)Proving Chinese urban residents suffer from "money illusion", Chinese rural 
residents show “overreaction” to Price volatility .we build and estimate a new 
Keynesian consumption function and life-cycle consumption function which are 
based on Consumer Non-rational behavior：“money illusion” and “overreaction”，then 
we use urban residents of  China Macroeconomic data in 1978-2009 and rural 
residents of China macroeconomic data in 1978-2009, Fitting the two consumption 
function by OLS and GMM separately. The results show that Chinese residents are 
irrational.Chinese urban residents suffer from “money illusion”, but the rural residents 
show “overreaction” to Price volatility. 
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